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TABLE I 


Official Exchange Rate: US $1=LS 2.50 


(used for exports and public sector imports) 
Commercial Bank Free Rate: US $1=LS 3.00 


(Feb. 85: used for remittances and private 
sector imports) 

Per Capita GDP: $300 

Population: 21.5 million, growth rate 2.5% (IMF estimate) 

Fiscal Year: The Muslim Lunar Year 


Production and Income: 
GDP, current factor cost 


(millions of dollars) 
Real GDP percent change 


Selected Components of Real GDP (percent change): 


Agriculture 12. 
Manufacturing 

Construction 

Commerce 

Transport 

Finance and Real Estate 


Production: 


Cotton (000 bales) 
Sorghum (000 MT) 
Peanuts (000 MT) 
Sesame (000 MT) 
Gum Arabic (000 MT) 
Sugar Cane (000 MT) 


Trade and Balance of Payments: 
(millions of dollars) 


Exports 
Imports 
Current Account 


Trade with U.S.: 
(millions of dollzrs) 


From U.S. 
ao U.S. 


Money and Prices: 


Money (percent change) 

Net Claims on Private Sector 
(LS millions) 

Net Claims on Public Sector 
(LS millions) 

Cost of Living Index 
(percent change) 
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Summary: On balance, 1983/84 was a bad year economically for Sudan. 
GDP dropped for the second year running, reflecting the serious impact 
of drought upon the rainfed agricultural sector. Sudan's financial 
position remained perilous as it fell into arrears with several major 
multilateral donors. Political instability in the South curtailed oil 
exploration and work on the Jonglei Canal Project. During 1983/84, 

the Government of Sudan moved to Islamize the country. In the economic 
realm, this policy has been marked by dramatic changes in business, tax 
and banking law and regulations. A number of these measures have been 
relaxed or reversed. The overall effect, however, has been a serious 
lack of stability for the international and local business communities. 


On the positive side, Sudan's balance of trade figures improved markedly 
in 1983/84. Exports were led by a good cotton crop. In addition, 


Sudanese monetary policy constrained both the growth in money supply and 
inflation. 


Recent Economic Performance: Sudan's GDP declined an estimated 1.3 
percent in 1983/84. The fall in the agricultural sector was more marked, 
at 5.1 percent. Dura (sorghum) production dropped 6.2 percent from the 
already poor 1982/83 figures as both years suffered insufficient rainfall. 
Groundnut (peanut) production also declined by 9.6 percent. On the other 
hand, 1983/84 was another good year for irrigated cotton production, with 
output topping one million bales. Sugar cane production soared to over 


4.5 million metric tons, as output at the Kenana Sugar Estate approached 
design capacity. 


The balance of payments figures improved. Export revenues climbed 28 
percent, to 732 million dollars with cotton contributing 344 million 
dollars. Revenues from the export of gum arabic also rose 36 percent to 
65 million dollars, export earnings from livestock held constant at 

120 million dollars, while sorghum revenues fell by nearly 65 percent, 
to 32 million dollars. 


Imports declined 8 percent in 1983/84 to 1,388 million dollars. This 
resulted from the continuing effect of constrained domestic credit, as 
well as the depreciation of free market value of the Sudanese pound. 

In addition, a number of steps taken by the Government to Islamize the 
economy created a lack of confidence among private sector importers. 
The largest import item continued to be petroleum at 373 million dollars 
in 1983/84. Because of its reputation for lack of credit-worthiness, 
Sudan is unable to secure normal commercial financing for its oil 
imports. As a result, much of the petroleum was imported at well above 
world market prices and at usurous credit terms. Sugar imports 
dwindled to 24 million dollars because of increased local production. 


Financial Problems: Sudan's financial position remained serious in 
1983/84. Official international debt reached 7 billion dollars at the 
end of 1983. Unofficial estimates range up to 9 billion. Despite debt 
relief granted to Sudan in early 1984 by both the donor nations (Paris 
Club) and major commercial banks (London Club) as well as the improved 
current account position, Sudan was unable to discharge fully its 
international financial obligations and fell into arrears with several 
multilateral donors. Because of these arrears and other factors the 
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pace of donor assistance to Sudan slowed in 1983/84, with disbursements 
considerably below obligations. In 1983/84 Central Government expendi- 
tures declined to an estimated 21 percent of GDP, continuing a downward 
trend begun in 1980/81. Revenues collection also declined, chiefly as 
a result of lower receipts for customs collections, to an estimated 14 
percent. The budget deficit of 680 million Sudanese pounds, while con- 
siderably less than originaily planned, nonetheless marked an absolute 
increase of 21 percent over 1982/83. As a percent of GDP, however, the 
deficit remained at the approximate level of the previous year, around 


6.5 percent. Five-sixths of the 1983/84 budget deficit was externally 
financed. 


Money supply grew by 18 percent in 1983/84, less than half the rate of 
1982/83. This resulted from a sharp turndown in borrowing by para- 
statals and the private sector due to tightened credit. Inflation eased 
slightly, as the cost of living index grew at an annual rate of 25 
percent, down from 30 percent in 1982/83. 


Economic Policy Development: 1983/84 was marked by a dramatic series of 
reforms intended to Islamize the economy and, in the words of the Govern- 
ment, "bring discipline" to it. These reforms included, inter alia, 

an entirely new commercial code, the abolition of personal and corporate 
income taxes as well as excise duties, the institution of a personal and 
corporate “Zakat," or religious tax, the introduction of a new customs 
tariff, the withdrawal of all import licenses, the proscription of interest 
in domestic banking transactions, and the institution of a new fiscal year 
to coincide with the Muslim lunar year. Many of these measures were 
subsequently retracted or relaxed. In late 1984, for instance, both per- 
sonal and corporate taxes were reinstituted at new and "flatter" rates, 
while corporations were exempted from Zakat. Excise duties, too, were 
reintroduced, though under new terminology. Import licenses were re- 
issued. Some issues, such as the precise form Sudan's new Islamic banking 
will take, remain unresolved. The net effect of the drive to Islamize 

the Sudanese economy likewise remained ambiguous, though the abrupt manner 
of its introduction caused uncertainty and an unstable policy environment 
in which the private sector and the donor community operate. 


Other significant policy developments during 1983/84 included the continu- 
ation of government efforts to limit credit expansion and reduce consumer 
subsidies. Money supply figures clearly indicate that the Government has 
achieved some success. Governmentally determined prices of two key con- 
sumer items, sugar and bread, were increased to eliminate budget subsidies. 
Government efforts to privatize inefficient parastatals continued to have 
mixed results. The Government formally abolished Sudan Airways, but 
efforts to reorganize it as a private corporation have thus far failed and 
it continues operating in a legal limbo. 1983/84 marked another year of 
expansion for the parastatal Military Economic Corporation, a matter of 
concern to many in the private sector due to its continuing threat as a 
favored competitor in any sector. 


Throughout most of 1983/84, the Government permitted the operation of a 
legal foreign exchange market by licensed dealers. This market has proven 
viable in sustaining the flow of remittances from Sudanese working abroad 
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and in providing a market-oriented mechanism for allocating limited 
quantities of foreign exchange. In October, 1984, the Government, in 

a dramatic move, raised the Bank Exchange Rate from $1.00=LS 1.80 to 
$1.00=LS 2.10 and moved a number of items from the Official to the Bank 
Exchange Rate. Not only did this move decrease the implicit subsidy 
granted to goods imported under this Bank Rate, it provided critical 
incentive to the agricultural sector which had labored under a composite 
$1.00=LS 1.425 exchange rate on export earnings. (Cotton and gum arabic ex- 
ports remained under the old regime, at least temporarily.) Producer 
floor prices were raised 20-30 percent for several agricultural products, 
such as peanuts, sesame and gum arabic. Only petroleum products and 
certain pharmaceuticals remained under the Official Exchange Rate of 
$1.00=LS 1.30, although gasoline prices have a heavy built-in tax 

above this rate. In February 1985, the Government abolished the $1.00= 
LS 1.30 Official Rate, as well as the $1.00=LS 2.10 Bank rate. A 

new Official Rate of $1.00=LS 2.50 was instituted. Licensed dealing 

in foreign currency was abolished. Commercial banks became responsible 
for free foreign exchange, at a beginning floating rate of $1.00=LS 3.00. 


Sudan's association with the International Monetary Fund (IMF) continued 
in 1983/84. Certain strains were evident, however, and the Standby 
Agreement for 1984 became inoperative. The Standby remains suspended 
pending ongoing discussions hetween the IMF and the Government of Sudan 
regarding arrears payments and other issues, 


In 1983/84, Sudan received considerable aid from other donors. Pledges 
from Western industrialized and Arab nations totalled 740 million 

dollars for calendar year 1983, though only 640 million was actually 
disbursed. Pledges for calendar year 1984 comprised another 750 million 
dollars. By June 30, 1984, however, less than 200 million of this amount 
had actually been disbursed. The reasons for this slow disbursement are 
several. The security situation in the South has slowed or stopped pro- 
ject aid in that region. Sudan's arrears to certain multilateral donors 
have barred further disbursements. Local currency components for projects 
have frequently been lacking or delayed. Certain disbursements by donors, 
in addition, have been delayed awaiting necessary policy reforms to be 
undertaken by the Government of Sudan. Some donors base assistance on an 
operating IMF program. 


Economic Prospects: Sudan's short term economic prospects are poor. Its 
financial position--marked by balance of payments deficits, a serious 
debt service burden, and a dependence upon extraordinary debt relief and 
donor assistance--will remain precarious for the foreseeable future. 
Moreover, the exploitation of promising oil finds, which had held out 

the prospect of foreign currency relief through oil export by the middle 
to late 1980s, has been delayed because of the deteriorating security 
situation in much of the South. 


In addition, two years of short rainfall became severe drought in 1984, 
which saw the failure of many rainfed crops in Western and Eastern Sudan. 
Sudan's situation is exacerbated by an increasing flow of Ethiopiarf refugees 
fleeing Ethiopia's own serious drought. A massive donor effort is currently 
underway to insure that famine does not ravage Sudan. Even with projected 
donor assistance, Sudan will suffer a foodgrain shortfall of over 750,000 
metric tons between November 1, 1984 and October 31, 1985. The economic 
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effects of the drought will not only be reflected in declining production 
in the rainfed sector, but by the use of substantial Sudanese resources in 
support of the international relief effort. 


Sudan's long-term prospects, on the other hand, could be good. Much of 

its agricultural potential remains untapped, particularly in the rainfed 
sector. The Government has shown flexibilit towards economic policy. In 
recent years it has shifted from a largely statist approach. Development 

of the agricultural sector has become the Government's number one priority. 
While this shift has been slow and in some sectors incomplete, recent moves 
to eliminate consumer subsidies and boost incentives to farmers mark genuine 
steps in the right direction. The short-term challenges confronting Sudan 
are daunting, however. The Government must juggle its responses to the 


ongoing drought, recurrent financial crises and a nascent insurgency in the 
South. 


Implications for the United States: Relations between the United States 
and Sudan are close and friendly. This reflects a general convergence 

of the two nations on a range of international and regional issues. The 
United States appreciates the constructive role that Sudan has played in 
Mid-East and African affairs. Hence, the levels of U.S. assistance to 
Sudan are high, with Sudan being second to Egypt as largest recipient 

of U.S. aid in Africa and one of the largest in the world. U.S. economic 
assistance to Sudan exceeds 200 million dollars yearly. Much of this is 
in critical balance of payments support. The U.S. has taken a lead in 
assisting Sudan to meet the challenge of drought and possible famine. In 
1984, it provided 82,000 metric tons of sorghum to Sudan upon an emergency 
basis. Additional supplemental food grain assistance is anticipated. 


Economic relations between the United States and Sudan are limited by 
Sudan's economic problems, our competitive agriculture and distance. 
Foreign exchange difficulties, dearth of skilled labor, an administered 
price system, and the recent bewildering series of legal changes have all 
mitigated against direct investment in the Sudan. This, except in the 
petroleum sector, has been minimal. By far the largest U.S. commercial 
activity in Sudan is oil exploration by Chevron, which directly or 
through subcontractors has expended over 800 million dollars. 


Investment Climate: The Government of Sudan officially welcomes foreign 
direct investment. The 1980 Encouragement of Investment Act guarantees 
the right to repatriate profits and lists a wide variety of concessions, 
including tax holidays, which may be granted to foreign investors. An 
Investment Bureau exists for the preliminary processing of applications 
for investment. 


The Government of President Nimeiri has given Sudan political continuity 
since 1969. The President, brought to power in a military coup, provides 
firm leadership. His policies have been increasingly inclined towards the 
West and the free market. Stability in Sudan has been threatened during 
the last year and a half by an upswing of insurgent activity in Southern 
Sudan. North-South conflict has had a long nistory in Sudan, and its 
orgins lie in cultural and religicus differences. Resolution of this con- 





flict must be a high priority for the Government of Sudan, not only if 
development in the affected areas of the South is to proceed, but if 

key endeavors, such as oil exploration and the completion of the Jonglei 
Canal, are to go forward. 


Overall, Sudan's investment climate must be rated difficult, though long- 
term prospects are good. Foreign exchange shortages, poor infrastructure, 
shortage of skilled labor, as well as a Government policy marked in the 
last year by sudden changes all constitute real impediments to investment. 
Nevertheless, a number of immediate prospects exist, and several American 
companies are currently operating profitably in Sudan. As Sudan's vast 
economic potential is realized, its appeal to foreign investors will rise, 
though those who have already "put their foot in the door" will have a 
distinct advantage. 


Trade Prospects: Sudan represents a shrinking market in the short-term, 
though longer term prospects are excellent. U.S. market share is low 

(11 percent), reflecting the geographic advantage of European exporters 
and the high valued dollar. U.S. exports to Sudan are dominated by wheat 
and wheat flour imported under the PL-480 Program. 


Best prospects for capital goods focus on agriculture, where Arab 

financing is being made available for Sudan's large projects in this 

sector. Tractors, plows, harrows, cultivators, harvestors, pumps and 

water drilling equipment, as well as earthmoving machinery will be required. 
Another area of potential is in agricultural processing equipment. Oil 
seed processing and crushing has traditionally been one of Sudan's healthiest 
industries. Equipment for sugar and cotton industries needs replacement. 

As the agricultural potential of Sudan is tapped and transportation im- 
proves, the food processing industry may well "take off." A proposed one 
billion dollar plus project to link the oilfields of Southern Sudan with 
Port Sudan will generate orders for construction and other equipment. 

This project remains suspended at present, however, pending resumption of 
oil exploration in the South. Road and river transport, railway, tele- 
communications and water are all sectors badly needing upgrading and 
replacement. This will be done under specific aid programs. 


The most important factor in export sales to Sudan is financing. A number 
-of concessional sources exist: 


American AID sources: The Commodity Import Program, valued at 120 million 
dollars in fiscal year 1984 and the same in fiscal year 1985, finances 

the import of commodities considered essential for the Sudanese economy. 
Past U.S. products imported under this program have included tallow, spare 
parts, electrical equipment, pumps, pharmaceuticals,and chemicals. The 
PL-480 program, valued at 69 million dollars in fiscal year 1984, finances 
import of foodgrains. It is likely to increase dramatically during fiscal 
year 1985 as the U.S. steps up exports to Sudan under the emergency 
provisions of Title II. 


IBRD: While IBRD disbursements in 1983/84 were down to approximately 33 
million dollars from 92 million the year before, the IBRD remains deeply 
involved in Sudanese economic development. This association will continue 
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as the IBRD assists in financing the very ambitious rehabilitation of the 
Gezira agricultural scheme, as well as four government managed sugar estates. 
The IBRD is attempting to arrange additional donors for a major power genera- 
tion and transmission project. IBRD projects are tendered internationally 
and offer prospects for U.S. firms. 


Arab Sources: Arab states as well as certain Arab Funds, such as the Abu 
Dhabi Fund, Kuwait Fund, the Arab Fund for Social and Economic Development, 
the Arab Monetary Fund and the Arab Authority for Agricultural Investment 
and Development, represent major sources of concessional financing. Arab 
financing has been used for virtually every facet of economic activity. 


Nonconcessional financing is very difficult to obtain. Export-Import Bank 
financing and guarantees are not currently available for Sudan. The Overseas 
Private Investment Corporation, on the other hand, is involved in Sudan, 
particularly in insuring U.S. investors against nonconvertibility and war 
loss. The cost of foreign bank credit tends to be exorbitant due to Sudan's 
poor credit rating. Local firancing is hampered by tight credit policies. 
Enterprising Sudanese, however, manage to obtain financing through retention 
of export earnings or access to expatriate sources. A local representative 
is key to sales in Sudan. Foreign firms are not legally compelled to acquire 
a local agent, though the practice is encouraged. The Economic/Commercial 
Section of the U.S. Embassy in Khartoum maintains extensive files on 
Sudanese firms and can assist in selecting one. Information on trade op- 
portunities in Sudan is available from a number of sources. The Economic/ 
Commercial Section reports reguiarly on significant tenders and trade 
opportunities. Copies of these reports are sent to U.S. Embassies in 
Nairobi and Athens in addition to Washington, D.C. USAID and Department 

of Commerce regularly publish information on commodity procurement and 

World Bank projects. One American bank, Citibank, has a branch in 

Khartoum. Finally, the U.S.-Sudan Business Council, which retains offices 
in Washington, D.C. at the U.S. Chamber of Commerce, is a valuable source 

of information. 














